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l. INTRODUCTION

The Comm ssion initiates this rulemaking and inquiry to
achieve intrastate access rate levels in Maine that will be |ess
than or equal to then-current interstate |evels by May 30, 1999,
as wll be required by 35-A MR S.A 8§ 7101-B (P.L. 1997, Ch.
259). In addition to Section 7101-B, this rule is initiated
pursuant to 35-A MR S. A 88 104, 111, 301, 1301, 7101, 7104-A
and 7303.

Currently, New Engl and Tel ephone & Tel egraph Conpany d/ b/ a
NYNEX (NYNEX) charges an average access rate of about $0.26 per
mnute for intrastate calls. The NYNEX access rate for
federally-regulated interstate calls in Maine currently averages
about $0.07 cents per minute. This proposed rule provides a
flexible process for intrastate access rate decreases to
accommodat e opportunities to | ower access rates in coordination
w th Federal Conmunications Conm ssion (FCC) actions and ot her
factors.

In this Oder, we also begin an inquiry into the inpact of
our proposed Rule on NYNEX s Alternative Form of Regul ation
(AFOR). As a result of this proposed Rule, nodifications to the
AFOR may be needed to allow NYNEX s rates to change beyond those
| evel s that would otherw se be permtted by the AFOR pricing
rul es.

11. BACKGROUND

35>-A MR S. A § 7101-B (P.L. 1997, Ch. 259) was enacted by
the Legislature, was signed into |aw by Governor Angus S. King,
Jr. on May 22, 1997, and will take effect 90 days after the
adj ournnent of the 118th Legislative First Special Session.
Section 7101-B will require that we establish, by May 30, 1999,
intrastate access rates that are |l ess than or equal to the
interstate access rates that are established by the FCC,
not wi t hst andi ng any other provisions of law. By January 1, 1998,
we are required to report on our progress in achieving parity
wWith interstate access rates to the Legislature s Joint Standing
Commttee on Uilities and Energy.



I111. PROPOSED RULE

A. Parity with Interstate Access Rates Required

In this revision to Chapter 280, we require that
intrastate access rates be lowered to levels that are equal to or
| ess than then-current interstate access rates by May 30, 1999.

This Chapter 280 anmendnent adds provisions to the rule
that are consistent with the statutory anmendnent and phases out
the provisions of Chapter 280 that will be nade obsol ete by 35-A
MR S.A 8§ 7101-B. The proposed changes to Chapter 280 are
attached as Attachnment A

B. Reporting and Filing Requirenents

In their filings, the | ocal exchange conpanies will be
required to structure their intrastate access rates in the sane
way as they structure their interstate access rates. W propose
to adopt the federal structure for access rates billed to
I nt erexchange carriers because we believe that substanti al
di fferences between Maine's structure and the interstate
structure can no | onger be sustained. Moreover, it wll be
difficult to ensure conpliance with this Rule if intrastate
access charges are structured differently than the federal
charges. Finally, we see no reason to depart, prospectively, from
the federal structure recently announced by the FCC, because we
agree with the principle that non-traffic sensitive charges
shoul d be recovered to the extent possible through flat charges
to carriers.t See Federal Communications Commission, In the
Matter of Access Charge Reform, CC Docket No. 96-262, Price Cap
Performance Review for Local Exchange Carriers, CC Docket No.
94-1, Transport Rate Structure and Pricing, CC Docket No. 91-213,
End User Common Line Charges, CC Docket No. 95-72, First Report
and Order Adopted: May 7, 1997)

At a mnimum intrastate access rates will be reduced,
by May 30, 1998, by at |east 40% of the reduction projected as
necessary to achieve parity with interstate access rates by My
30, 1999. The 1999 reduction shall be any additional anount
necessary to achieve parity wth then-current interstate access
rates before May 30, 1999.

YI'n the Chapter 280 rul emaking in Docket No. 96-526 that we have
now term nated, we had proposed a simlar flat-rate structure,
based on revenues rather than access |ines.
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C. Changes to the Existing Section 8

We propose that several substantive subject areas
(subsections F, I and J) presently contained in Section 8 be
elimnated on the effective date of this proposed Rul e and that
ot her sections (subsections A-E, F, | and J) expire on May 30,
1999. W propose to elimnate the entire subject matters of
present subsections F, | and J. W propose to elimnate the
| eakage access charge (Subsection F) because it never went into
effect; it would be difficult to enforce; and the | eakage probl em
(customers avoiding toll charges by effectively making all calls
| ocal through the use of private |ines) has been significantly
di m ni shed by special contracts for |large custoners. W propose
to elimnate subsections | and J because these subsections have
never been used and are overly conplex. W propose to elimnate
the entire subjects matters of present subsections A-E, G H and
K effective May 30, 1999 because the intrastate access rate in
Maine will mrror the federal interstate access rate under the
proposed rule and therefore these sections will no | onger be
needed.

D. Questions for Commenters

We request that the parties provide cemments to
the foll owi ng questions:

1) At what pace should the reductions in
access rates, which nust be conpl eted by My
30, 1999, be phased in during the period July
1, 1997 to May 30, 19997

2) To what extent should the timng of the phase
in and the level of intrastate access rate
reducti ons be synchronized with recei pt by
t he | ocal exchange conpani es of potentially
i ncreased federal Universal Service Fund
(USF) support paynments (received pursuant to
the requirenents of Section 254 (b) of the
federal Tel ecommuni cations Act of 1996)°?

(3) Should the rule require each i ndependent
t el ephone conpany to file individual access
rates? Should they be required to enter into
a mandatory pool wi th NYNEX, a voluntary poo
with NYNEX, or a voluntary pool with each
ot her ?



(4) If “mrroring” of interstate access rates
produces substantially |ower revenues for a
hi gh-cost i ndependent tel ephone conpany, how
shoul d these issues be coordinated with the
devel opment of a state universal service
fund?

IV. NOTICE OF INQUIRY ON THE POTENTIAL IMPACTS OF REDUCTIONS IN
INTRASTATE ACCESS RATES

A. Di scussi on

On May 15, 1995, we adopted an AFOR to reqgul ate the
Mai ne intrastate operations of NYNEX during the 5-year period
Decenber 1, 1995 to Novenber 30, 2000. The AFOR includes a price
cap structure and a pricing rule that applies to all of NYNEX s
“core” services. Core services include non-discretionary
services (e.g., basic exchange, toll services) and discretionary
services (e.g., existing Custom Cal ling, Phonesmart services, and
special contracts to custonmers with options).

The overall price rule for core service is the Price
Regul ation Index (PRI). The PRI is based on a formula that
determ nes the anount by which NYNEX can adjust annually the
aggregate weighted level of all its prices for core services to
reflect cost changes caused by inflation, offset by the growh in
productivity and by changes in a very limted group of exogenous
costs. The inflation factor of the formula is the G oss Donestic
Product Price Index (GDP-Pl), which is designed to neasure
changes in national output prices. The productivity factor is
set at 4.5%

Any price increase for a non-discretionary core service
(primarily basic service and toll) is limted to the increase in
the aggregated PRI. NYNEX may change the price of any particul ar
di scretionary core service to any |level, but revenues from al
core services (non-discretionary and discretionary conbi ned) wll
be subject to the PRI. NYNEX is allowed to raise the prices for
core services only at the tinme of its annual rate adjustnents.
NYNEX may decrease the price of any service at any tine and there
are no limts on the anount that the price of any service nay be
decr eased.

The AFOR does not include a profit-sharing conponent
and its “exogenous cost change” conponent is narromy witten to
i nclude only those exogenous cost changes that: (1) have a very
substantial and plainly disproportionate effect on NYNEX s costs
and that are totally outside the control of NYNEX; or (2) are
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jurisdictional separations changes and significant accounting
changes mandat ed by regul atory agencies that apply only to NYNEX
or the tel ecommunications industry. The exogenous cost conponent
does not include changes in revenues.

B. Pur pose of this lInquiry

The purpose of this Inquiry is to determ ne
whet her, as a result of changing circunstances, it is desirable
to review the AFOR (including the baseline rate |evels)
conpr ehensi vel y.

The NYNEX AFOR was designed to repl ace
rate-of-return regulation. Both rate-of-return regulation and
the AFOR are nethods of adjusting NYNEX s revenue requirenent,
which is a function of NYNEX s investnent and its costs.
Accordingly, all of the adjustnents to the revenues all owed under
the AFOR are related to itens that inpact NYNEX s cost of
provi di ng service. Exogenous costs are one kind of cost that is
i ncluded in the AFOR formul a.

Changes in access revenue are not cost changes.
Those changes are not consi dered exogenous under the AFCR
Changes in access rates will affect NYNEX s revenue and its
earni ngs. However, that fact does not nmake that change exogenous
under the AFOR s terns. The AFOR does not permt NYNEX to flow
t hrough revenue | osses as exogenous under the AFOR

The AFOR' s pricing rules do not permt an increase
in basic rates if the PRI is zero or negative. That portion of
the AFOR Order is consistent wwth our statutory responsibility to
keep rates for basic service as | ow as possi ble pursuant to 35-A
MR S.A 8§ 7303. Therefore, a waiver of that portion of the
pricing rules would be necessary for NYNEX to be able to recover
any portion of |ost revenues through increases in basic rates
greater than that allowed by the PRI. In light of 35-A MR S A
8§ 7303, we are reluctant to grant major waivers or changes to the
AFOR at this tinme to allow NYNEX to recover revenues that woul d
not ot herw se be recoverabl e under the AFOR wi t hout an
exam nation of possible revenue requirenent offsets and other new
sources of revenue.

In addition to 35-A MR S.A 8§ 7101-B access rate
reformrequirenents, there have been significant regulatory and
revenue requirenent changes that could be considered in
conjunction with our consideration of a waiver of the AFOR s
pricing rules. Therefore, if NYNEX chooses to seek an increase
in any of its rates beyond what is permtted under the AFOR
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because of the requirements of this Rule, we will carefully
consider whether it is appropriate to begin two proceedi ngs: (1)
a proceeding that would i nclude a conprehensive review of NYNEX s
revenue requirenent; and (2) a conprehensive review of the NYNEX
AFOR, which would include a review of all elenents of the AFOR
including the level of the productivity offset.

I n considering whether to begin these two
proceedi ngs, we will evaluate whether it is appropriate to
explore the foll ow ng issues:

(1) Changes in NYNEX s revenue that result from
stinmul ation of network usage as a result of
access rate reductions;

(2) NYNEX s estimates of the savings resulting
fromthe nmerger with Bell Atlantic;

(3) Changes in the appropriate cost of capital;

(4) Changes in productivity trends since our AFOR
decision in My, 1995, including possible
increases in NYNEX s productivity factor to
account for NYNEX s opportunity to exploit
its considerabl e spare capacity;

(5) Changes in separations and settlenents
procedures (including Oher Billing and
Col l ection or OB&QO);

(6) The prudence of NYNEX s investnents in
digital swtches;?

(7) The prudence of NYNEX s depreciation
pol i ci es;

(8) The ratemaking treatnent of NYNEX s continued
investnments in infrastructure that will be
used to provide broadband services; and

(9) Changes in NYNEX s regul ated jurisdictional
revenue requirenent caused by the application
of the cost allocation nodel necessitated by
the FCC s payphone detariffing and
deregul ati on order.

2See Order, Docket No. 94-254 (May 15, 1995), at 29.
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We continue to be commtted to the NYNEX AFOR and
intend to continue to rely on it to regulate NYNEX s rates in
Mai ne. W believe that the AFOR has provided efficiency
i ncentives to NYNEX

W w il reluctantly depart fromthe NYNEX AFOR if
requested to do so only because of the nunber and magni tude of
unpredi cted and unexpected events that have taken place during
the past 2 years in telecommunications, including the nerger with
Bell Atlantic, federal enactnent of the Tel Act of 1996, federal
regul atory changes (federal access rates, universal service fund,
etc.), and passage of 35-A MR S. A § 7101-B. It would not be
appropriate to only take account of sone of those changes w t hout
consi dering the other changes that m ght have an offsetting
effect.

A Conference of Interested Persons will be held in the
Comm ssion’s Hearing Room on June 26, 1997 at 9:00 a.m

V. CONCLUSION AND ORDERING PARAGRAPHS

This rul emaking will be conducted according to the
procedures in 5 MR S. A 88 8051-8058. No public hearing is
presently schedul ed, but one will be held if requested by any
five (5) interested persons. Persons wishing to request a public
hearing on this proposed rul e anmendnent nust notify the
Adm nistrative Director, Public UWilities Comm ssion, 242 State
Street, 18 State House Station, Augusta, M ne 04333-0018, on or
before July 10, 1997.

Witten comments on the proposed rul e anendnent and the
inquiry may be filed with the Admnistrative Director no |l ater
t han August 25, 1997. W set the deadline of August 25, 1997 to
provide the parties with adequate opportunity to achi eve anong
t henmsel ves a conprehensive resolution of the issues raised in
this Inquiry. Please refer to the docket nunber of this
proceedi ng, Docket No. 97-319, when submtting coments.

In accordance wwth 5 MR S. A 8§ 8057-A(1), the fiscal inpact
of the proposed rule is expected to be mnimal. It is expected
to provide a substantial economc benefit to small businesses. A
nore precise understanding of the fiscal inpact of this rule
shoul d be possi ble once coments have been received. The
Comm ssion invites all interested parties to coment on the
fiscal inpact and all other inplications of this proposed rule.

The foll owm ng persons are being sent copies of this Oder
and the attached rule.



1. Al'l telephone utilities in the State;

2. Al l persons who have filed with the Comm ssion within
the past year a witten request for Notice of Rul enaking;

3. The Secretary of State, for publication in accordance
wth 5 MRS A 8 8053(5); and

4. The Executive Director of the Legislative Council
115 State House Station, Augusta, Mine 04333 (twenty copies).

The Comm ssion plans to conclude this rul emaki ng proceeding
by COctober 15, 1997.

Accordi ngly, we
ORDER

1. That the Adm nistrative Director send copies of this
Order and the attached proposed rule to all of the persons |isted
above and conpile a service list of all such persons and any
persons submtting witten conments on the proposed rule.

2. That the Adm nistrative Director send a copy of this
Order Commencing Rul emaking to the Secretary of State for
publication in accordance with 5 MR S. A § 8053.

Dat ed at Augusta, this 10th day of June 1997.

BY ORDER OF THE COWM SS| ON

Dennis L. Keschl
Adm ni strative Director

COW SSI ONERS VOTI NG FOR: Wl ch
Nugent
Hunt



Attachment A
The follow ng subsection L would be added to Section 8 of
the revised Chapter 280 that the Comm ssion deliberated and
adopt ed on June 4, 1997.
Ch. 280
§ 8

L. Parity with Interstate Access Rates Required

1. CGeneral description. This subsection sets

forth the process for achieving intrastate access rates

in Maine that are less than or equal to the interstate

carrier access rates, as determ ned by the Federal

Communi cati ons Comm ssion (FCC, by May 30, 1999.

2. Reporting and filing requirenents.

a. For the 1998 decrease in intrastate access rates,

the | ocal exchange conpani es shall make their filings

by April 1, to be effective May 30, 1998.

b. No |later than their 1999 filings, the | ocal

exchange conpani es shall structure their intrastate

access rates in the sane way as they structure their

interstate access rates.




c. The mnimumrequired reduction in 1998 shall be at

| east 40% of the reducti on necessary to achieve parity

with interstate access rates by May 30, 1999. The 1999

reduction shall be any additional anbunt necessary to

achieve parity with interstate access rates before My

30, 1999. The local exchange conpani es nay seek wai ver

of the requirenents of this subsection pursuant to

Section 16 of this Rul e.

d. The | ocal exchange conpani es shall file proposed

changes at | east 120 days prior to May 30, 1999. This

filing must contain access rates that mrror the

structure and level of interstate access rates (or

i nt erstate NECA-pool disbursenents).

e. For the purpose of the filings in a, b, ¢ and d

above, any conpany may voluntarily pool with other

conpanies and file access rate tariffs for the pool ed

entity (i.e., there could be a Mii ne Exchange Carrier

Associ ation that would file consolidated access rate

tariffs for any or all ©Maine |ocal exchange carriers).
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f. Subsections F, | and J of Section 8 of this Rule

will expire on the effective date of this Rule.

g. Sections A-E, G and H of Section 8 of this Rule

will expire on May 30, 999.
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